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WKH&$67/(SURMHFW ,W JLYHV DQ H[DPSOH RI D SROLF\ WRRO IRU WKH DXGLWLQJRI ORJLVWLFV DQGPDWHULDOVPDQDJHPHQW
SURFHVVHV DQG SURFHGXUHV LQ VPDOO DQGPHGLXP HQWHUSULVHV 60(V LQWHQGHG WR SURYLGH FUXFLDO LQSXWV IRU SROLF\
PDNLQJ ,W SUHVHQWV WKH UHVXOWV RI LWV DSSOLFDWLRQ RQ D VDPSOH RI  60(V %DVHG RQ WKH QDWXUH RI WKH LGHQWLILHG
SUREOHPVLQWKHDXGLWHG60(VWKHSDSHUDUJXHVWKDWSROLF\QHHGVWRFRPELQHWKH³FODVVLF´WRSGRZQDSSURDFKZLWKD
ERWWRPXS FRPSRQHQW 7KH HVVHQFH RI WKH ERWWRPXS FRPSRQHQW LV WKH DXGLWLQJ RI SHUIRUPDQFH RI WKH ORJLVWLFV















7KH WRSLFKDV EHHQ DGGUHVVHG E\$PRV  RQEHKDOI RI WKH:RUOG%DQN DQG VRPH JRYHUQPHQWV KDYH FRPPLVVLRQHG H[SHUW
VWXGLHVRQWKHPDWWHUPRVWQRWDEO\)LQODQG*U|KQ$QWRQL
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GLVFUHSDQFLHVEHWZHHQWKHDGRSWHGORJLVWLFVSROLF\PHDVXUHVDQGWKHDFWXDOORJLVWLFVQHHGVRIWKHDFWRUVLQ




+LJKORJLVWLFV SHUIRUPDQFH LV DVVRFLDWHGZLWK HI¿FLHQW DQG UHOLDEOH RSHUDWLRQV ZKLFK LPSO\ JHQHUDO




DPRQJ WKHP DQG DW OHDVW LQ WKH VKRUWWHUP LW PLJKW EH UHODWLYHO\ HDV\ IRU 60(V WR JDLQ FRPSHWLWLYH
DGYDQWDJH E\ IRFXVLQJ PRUH RQ ORJLVWLFV SHUIRUPDQFH 7|\OL HW DO  6FKPLW] DQG 3ODWWV 
+RZHYHU WKHUH LVHYLGHQFH WKDWD ODUJHSDUWRI60(VDUHVORZDQG LQHIIHFWLYH LQ WKH LPSOHPHQWDWLRQRI







ZKRSSLQJRI*'3RQ DJOREDO VFDOH IRU \HDU  5RGULJXHV HW DO 7KHQRYHOW\RI WKH
DSSURDFKLVLQLGHQWLI\LQJORJLVWLFVLQHIILFLHQFLHVDWWKHFRPSDQ\OHYHOXVLQJDQDXGLWWRRODQGWDNLQJWKDW
DVDEDVLVIRUWKHGHYHORSPHQWRIFRUUHVSRQGLQJORJLVWLFVSROLF\PHDVXUHVRQWKHUHJLRQDORUQDWLRQDOOHYHO
7KLV LV QHHGHG VLQFH H[SHUWV DUH SRLQWLQJ RXW WKDW SROLF\ PDNHUV QHHG WR EHWWHU XQGHUVWDQG ORJLVWLFV
FRQFHSWVDQGSUREOHPVLQRUGHUWRGHWHUPLQHWKHULJKWSROLFLHV2(&'
/RJLVWLFVDXGLWPHWKRGRORJ\
7KH &$67/( ORJLVWLFV DXGLW WRRO /$7 ZDV FRQFHLYHG E\ SURMHFW SDUWQHUV VXSSRUWHG E\ ORJLVWLFV
H[SHUWV ,W DQDO\VHV ORJLVWLFV DQG PDWHULDO PDQDJHPHQW SURFHVVHV LQ PDQXIDFWXULQJ 60(V 7KHVH DUH
LQWHUQDODQGVXSSO\FKDLQSURFHVVHVDQGSURFHGXUHVUHODWHGWRFRUHORJLVWLFVDFWLYLWLHVDVRUGHUSURFHVVLQJ
LQYHQWRU\ PDQDJHPHQW ZDUHKRXVLQJ SDFNDJLQJ WUDQVSRUWDWLRQ HWF 7KH XQGHUO\LQJ PRGHO IRU WKH
&$67/( ORJLVWLFV DXGLW WRRO LV WKH *OREDO 0DWHULDOV 0DQDJHPHQW 2SHUDWLRQV *XLGH  /RJLVWLFV
(YDOXDWLRQ 002*/(PHWKRGRORJ\ 2'(77(002*/( LVDQDVVHVVPHQW WRRO WKDW HQDEOHV
DQ RUJDQL]DWLRQ WR FRQGXFW D FRPSUHKHQVLYH HYDOXDWLRQ RI LWV PDWHULDOV PDQDJHPHQW DQG ORJLVWLFV
FDSDELOLW\DQGSHUIRUPDQFH$VSUHDGVKHHWILOHKDVWREHILOOHGLQE\WKHHYDOXDWRUDQGEDVHGRQWKLVLQSXW
WKHSURJUDPPHDXWRPDWLFDOO\JHQHUDWHV UHVXOWVDQGRWKHURXWSXWV WKDWKHOS WKHHYDOXDWRUDQG WKHSHRSOH
LQYROYHGLQWKHDVVHVVPHQWSURFHVVWRFRPSUHKHQGWKHUHVXOWVDQGVHWRXWLPSURYHPHQWSODQV






7KH&25(/2*VXUYH\RQ WKHGHYHORSPHQWRI ORJLVWLFV SROLFLHV ZZZFRUHORJHX FDUULHGRXWE\KLJKOHYHO(8H[SHUWV
DPRQJZKLFKSROLF\PDNHUVUHYHDOHGWKDWVHYHUDO(8UHJLRQVGRQRWKDYHDSSURSULDWHORJLVWLFVSROLFLHVRUVWUDWHJLHV)XUWKHUPRUH
LQFDVHVZKHUHORJLVWLFVVWUDWHJLHVDUHGHILQHGLPSOHPHQWDWLRQRIWKHDGRSWHGVWUDWHJLHVLVRIWHQZHDN













7KHUH DUH DURXQG  FULWHULDVWDQGDUGV IRU HDFK ORJLVWLFV WRSLF (DFK FULWHULRQ LV QDPHG DQG EULHIO\
GHVFULEHG)RULQVWDQFHWKHFRPSDQ\LVDVNHGZKHWKHUFRVWFRQWURORYHUWUDQVSRUWDWLRQDQGGLVWULEXWLRQ













UHJLRQV ,Q D IXUWKHU VWHS WKH ZHLJKWV KDYH EHHQ XVHG WR GHILQH EHQFKPDUNV IRU WKH LQWHUSUHWDWLRQ RI
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7KHUDGDUFKDUWDERYHVKRZVWKHUHVXOWVIRUWKHVDPSOHRIFRPSDQLHVIRUWKH³VXSSO\FKDLQ´WRSLF$V
FDQEHVHHQ WKH WRSLF LVFRPSULVHGRIVWDQGDUGVHDFKGHILQHG LQ WKHTXHVWLRQQDLUHEXWQRWGLVSOD\HG














7KHPHWKRGV XVHG WR DQDO\VH WKH VDPSOH RI DXGLWV FDUULHG RXW LQ D FHUWDLQ UHJLRQ DUH HOHPHQWDU\
IRFXVLQJRQDYHUDJHYDOXHVPRGHVDQGEDVLFPHDVXUHVRIGLVWULEXWLRQRIUHVXOWV)LUVWO\WKLVLVEHFDXVH
WKHUHVXOWVRIWKHTXHVWLRQQDLUHVDUHTXDOLWDWLYHDQGQRWH[DFWWKH\RQO\SURYLGHRXWOLQHVRIWKHVLWXDWLRQ
LQFRPSDQLHV6HFRQGO\DQHOHPHQWDU\DSSURDFKZDVFKRVHQEHFDXVH WKH WRRODQG WKHUHVXOWVKDG WREH
PDGHDFFHVVLEOHWRDODUJHDQGGLYHUVHFRPPXQLW\ZLWKOLPLWHGVWDWLVWLFVEDFNJURXQG7KLVZDVWKHYLVLRQ
IURPWKHYHU\EHJLQQLQJRIWKHSURMHFW7KLUGO\WKHVDPSOHVRIFRPSDQLHVLQWKHUHJLRQVDUHUDWKHUVPDOO
SHU UHJLRQDQG LW LV WREHH[SHFWHG WKDW IXWXUHDXGLWVZLOOQRWH[FHHG WKLVVFRSHPDNLQJ WKHXVHRI
DGYDQFHG VWDWLVWLFDO DQDO\VLV LQVLJQLILFDQW ,QVWHDG RI RQO\ IRFXVLQJ RQ WKH ILOOHGRXW TXHVWLRQQDLUHV
HYDOXDWRUVKDYHIRXQGWKHFRQYHUVDWLRQVZLWKHPSOR\HHVRIWKHDXGLWHGFRPSDQLHVWREHDYHU\LPSRUWDQW






(DVW 6ORYHQLD UHJLRQ ± 6ORYHQLD (PLOLD 5RPDJQD UHJLRQ ± ,WDO\ 6WXWWJDUW UHJLRQ ± *HUPDQ\ 7KH
DXWRPRWLYHPHFKDQLFDO LQGXVWU\ KDV EHHQ FKRVHQ IRU WKH SLORW EHFDXVH LW LV SUHVHQW LQ EDVLFDOO\ DOO (8




,QWHUHVWLQJO\ WKHUH LV QR HYLGHQFH WKDW WKH ORJLVWLFV SHUIRUPDQFH RI FRPSDQLHV IURP HFRQRPLFDOO\
PRUH GHYHORSHG UHJLRQV HJ (PLOLD 5RPDJQD LV EHWWHU WKDQ WKH ORJLVWLFV SHUIRUPDQFH RI FRPSDQLHV
IURPOHVVGHYHORSHGRQHVHJ(DVWHUQ6ORYHQLD7KHGHFLVLYHSHUIRUPDQFHIDFWRUXQDPELJXRXVO\LVWKH
SRVLWLRQ DQG UROH RI WKH FRPSDQ\ LQ WKH VXSSO\ FKDLQ $GGLWLRQDOO\ LW LV FOHDU WKDW FRPSDQLHV ZLWK D
JUHDWHU VKDUH RI SURGXFWLRQ IRU WKH DXWRPRWLYH LQGXVWU\ DQG ORQJHU DXWRPRWLYH SURGXFWLRQ WUDGLWLRQ
SHUIRUPPXFKEHWWHU,QJHQHUDOWKHUHVXOWVRIWKHDXGLWVKDYHSRLQWHGWRQXPHURXVLVVXHVZKLFKFDQEH
JURXSHGLQWRIRXUW\SHVRIXQGHUO\LQJSUREOHPVSUHVHQWHGLQWDEOH
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7KH DXGLWV KDYH VKRZQ WKDW ORJLVWLFV DJUHHPHQWV ZLWK FXVWRPHUV DUH WKH FRUQHUVWRQH RI DXWRPRWLYH
VXSSOLHUV¶ORJLVWLFVDFWLYLWLHV&RPSDQLHVZLOOHQGHDYRXUWRIXOILOWKHLUORJLVWLFVDJUHHPHQWVEHFDXVHWKH\
IHDUWKHFRQVHTXHQFHVRIOHWWLQJWKHLUFXVWRPHUVGRZQ,QRUGHUWRFRPSO\VXSSOLHUVVRPHWLPHVQHHGWR
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:H DJUHH WKDW D FODVVLFDO DSSURDFK XVLQJ ILQDQFLDO DQG WD[ LQFHQWLYHV RU HYHQ UHJXODWLRQV ZRXOG QRW






7KHGULYHU RI WKH IUDPHZRUN LV WKH VR FDOOHG/RJLVWLFV&RPSHWHQFH&HQWUH /R&&ZKLFKKDV DOUHDG\
EHHQHVWDEOLVKHGLQFHUWDLQ(8UHJLRQVPRVWQRWDEO\LQ(PLOLD5RPDJQD,7:LHONRSROVNDUHJLRQ3/
DQG WKH 6WXWWJDUW UHJLRQ '( ³$ /RJLVWLF &RPSHWHQFH &HQWUH LV D QHWZRUNRULHQWHG SURPRWHU RI WKH
HFRQRPLF GHYHORSPHQW IRU ORJLVWLFV DW UHJLRQDO OHYHO ,W ZRUNV WRJHWKHU ZLWK RWKHU ,QVWLWXWLRQV IRU
HFRQRPLF GHYHORSPHQW DOORZLQJ DQ LQQRYDWLYH V\VWHPRI FRRSHUDWLRQ DQG FRRUGLQDWLRQEHWZHHQ SXEOLF
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$ORJLVWLFVIRUXPLVWKHPHHWLQJSRLQWRIDOOWKHPRVWLPSRUWDQWORJLVWLFVVWDNHKROGHUVDWWKHUHJLRQDORU







6WDNHKROGHUV DW WKH ORJLVWLFV IRUXP DUHPDGH IDPLOLDUZLWK WKH FUXFLDO LGHQWLILHG SUREOHPV DQG GUDIW
PHDVXUHVDUHSUHSDUHGIRUGHEDWH7KHNH\VWDNHKROGHUVWKDWGHFLGHRQWKHUHFRPPHQGDWLRQVDUHFRPSDQ\
UHSUHVHQWDWLYHV DFDGHPLD DQG 5	' VSKHUH UHSUHVHQWDWLYHV DQG UHJLRQDO RU QDWLRQDO DXWKRULWLHV¶
UHSUHVHQWDWLYHV%RGLHVOLNHFOXVWHUVFKDPEHUVRIFRPPHUFHGLIIHUHQWDVVRFLDWLRQVWHFKQRORJ\SODWIRUPV




UHFRPPHQGDWLRQV WR DOO UHOHYDQW LQVWLWXWLRQV HVSHFLDOO\ UHJLRQDO DQG QDWLRQDO DXWKRULWLHV (YHQWXDOO\
FHUWDLQPHDVXUHVZLOOEHLPSOHPHQWHGDQGZLOOKHOSFRPSDQLHV7KHFLUFXODUIORZLVFORVHGZLWKIHHGEDFN




/R&& DQG RXWOLQH WKHPDLQ WDVNV 7KH FRUH IXQFWLRQ RI WKH /R&& LQ WKH IUDPHZRUN LV WR VHUYH DV DQ
LQLWLDWRU DQGSURPRWHU RI FRPPXQLFDWLRQ DQG FRRUGLQDWLRQ DERXW WKHPRVW SUHVVLQJ ORJLVWLFV LVVXHV%\
XVLQJ ORJLVWLFV DXGLW WRROV DQG SHUIRUPLQJ RWKHU DQDO\VHV DERXW WKH ORJLVWLFV HQYLURQPHQW WKH /R&&
SUHSDUHV LQSXWV IRU WKH ORJLVWLFV IRUXP%DVHGRQ WKHFRQFOXVLRQVDQG UHFRPPHQGDWLRQVRI WKH ORJLVWLFV
IRUXP WKH/R&&SUHSDUHVSROLF\ LQSXWV IRUYDULRXVVWDNHKROGHUVVXFKDVJRYHUQPHQWDOERGLHV LQWHUHVW
RUJDQL]DWLRQDQGFRPSDQLHV7KHVHVHUYHDVDEDVLVIRUWKHIRUPDWLRQRIIXWXUHSROLFLHVDQGVWUDWHJLHV7KH
/R&&PD\VXSSRUWVWDNHKROGHUVLQWKHDGRSWLRQRIORJLVWLFVUHODWHGGRFXPHQWVDQGOHJLVODWLRQDQGOREE\




















7KH VHUYLFH FRXOG EH VSRQVRUHG E\ SURYLGHUV RI ,7 ORJLVWLFV HTXLSPHQW ZDUHKRXVH EXLOGHUV ORJLVWLFV
SURYLGHUV HWF &RPSDQLHV VKRXOG FRYHU DW OHDVW D SDUW RI WKH FRVWV RI WKHVH VHUYLFHV HLWKHU WKURXJK
PHPEHUVKLSVRUE\SD\LQJIRUVLQJOHVHUYLFHV
7KHHIIHFWLYHQHVVRI LWV IXQFWLRQLQJDQG WKH UHVXOWVRID/R&&ZLOO ODUJHO\GHSHQGRQ WKH VNLOOVDQG
NQRZOHGJH RI LWV HPSOR\HHV EXW DOVR RQ WKH ZLOOLQJQHVV RI VWDNHKROGHUV WR SDUWLFLSDWH 7KH ILQDQFLQJ
PRGHO DVZHOO DV HPSOR\HHPRWLYDWLRQ LV FUXFLDO LQ WKLV UHVSHFW VLQFH DSDVVLYH/RJLVWLFV&RQVXOWDWLRQ
&HQWUHZLWKOLWWOHLQWHUIHUHQFHZLWKFRPSDQLHVZLOOGHOLYHUYHU\OLWWOHRUQREHQHILWV,QWKHORQJUXQ WKH
&HQWUHVKRXOGEHPDLQO\GULYHQE\EXVLQHVV




WRSLFV VXFK DV ,7 IRU ORJLVWLFV ORJLVWLFV HTXLSPHQW SURGXFWLRQ SODQQLQJ RSWLPLVDWLRQ RI ORJLVWLFV
SURFHVVHVHWF,QFDVHDUHJLRQRUFRXQWU\KDVDV\VWHPRIZHOOIXQFWLRQLQJSXEOLFERGLHVDQGWKHVHERGLHV
KDYHVWURQJWLHVZLWKWKHSULYDWHVHFWRUWKHQLWFRXOGEHSUDFWLFDOWRLQFRUSRUDWHIXQFWLRQVVXFKDVORJLVWLFV















DUH.$66(776  DQG&25(/2* %\ FROODERUDWLQJ DQG FRRUGLQDWLQJ WKHLU DFWLYLWLHVZLWK





7KH SLORW DXGLWV VKRZHG WKDW PDQ\ RI WKH DXGLWHG FRPSDQLHV DUH QRW ZHOO LQIRUPHG DERXW WKH
SRVVLELOLWLHV DGYDQWDJHV DQG PRGH RI XVH RI LQIRUPDWLRQ H[FKDQJH VWDQGDUGV DQG WKDW WKH\ ZRXOG EH
LQWHUHVWHGWRLPSOHPHQWWKHPIRUDUHDVRQDEOHSULFH;0/DQG(',VWDQGDUGVUHGXFHFRVWVE\IDFLOLWDWLQJ
LQIRUPDWLRQ IORZV ,QIRUPDWLRQ H[FKDQJH VWDQGDUGV LPSOHPHQWDWLRQ FDQ EH VXEMHFW RI ILQDQFLDO RU WD[
LQFHQWLYHV E\ SXEOLF DGPLQLVWUDWLRQ +RZHYHU ZH EHOLHYH WKDW LW LV HYHQ PRUH LPSRUWDQW WR ODXQFK D
FDPSDLJQ WKDW ZRXOG SURPRWH LQIRUPDWLRQ H[FKDQJH VWDQGDUGV DQG SURYLGH YDOXDEOH LQIRUPDWLRQ WR
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LQWHUHVWHG FRPSDQLHV $ JRRG H[DPSOH LV WKH $XWRJUDWLRQ SURMHFW  FUHDWHG E\ WKH (XURSHDQ







D VHUYLFHZLWKRXW WKHQHHG WR LQYHVW LQ HTXLSPHQW DQGSURFXUHPHQWRI ORQJWHUP OLFHQFHV IRU VRIWZDUH
SURGXFWVOLNH(53V,WLVLPSRUWDQWWRJLYHPRUHYLVLELOLW\WRYHQGRUVWKDWKDYHGHYHORSHG,7VROXWLRQVIRU







,Q RUGHU WR DVVXUH WKDW VWXG\ SURJUDPPHV DQG FRXUVHV LQ ORJLVWLFV VXSSO\ FKDLQ PDQDJHPHQW DQG
RSHUDWLRQV PDQDJHPHQW ZLOO EH LQ OLQH ZLWK LQGXVWU\ QHHGV WKH DFWLYH FROODERUDWLRQ RI SURIHVVLRQDOV







WUDLQLQJ SURJUDPPHV DFFRUGLQJ WR WKH LGHQWLILHG QHHGV LQ WKH UHDO VHFWRU $ JRRG H[DPSOH RI VXFK D





%HVW SUDFWLFH WUDQVIHU LV RQH RI WKH PRVW RSWLPDO GHYHORSPHQW VWUDWHJLHV 7KH LGHD LV WR ORRN IRU
UHOHYDQWEXVLQHVVSUDFWLFHVLQPRUHDGYDQFHGFRPSDQLHVRUUHJLRQVDQGDGDSWWKHPWRWKHDFWXDOEXVLQHVV
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:KLOH FHUWDLQ ILQDQFLDO RU ILVFDO PHDVXUHV PD\ KHOS LQ UHPHG\LQJ WKH VLWXDWLRQ WKH RQO\ XQLYHUVDO
UHVSRQVH LV WKH VWUHQJWKHQLQJ RI WKH VXSSRUW HQYLURQPHQW 7KHPDLQ EXLOGLQJ EORFNV RI VXFK D VXSSRUW
HQYLURQPHQWDUHWKH/RJLVWLFV&RPSHWHQFH&HQWUHVZKLFKSURYLGHFRQVWDQWVXSSRUWLQWKHVROYLQJRI
DOOFUXFLDO ORJLVWLFVSUREOHPV LQWKHUHJLRQVEXWDOVRFRQVXOWDQF\VHUYLFHVDQGEHVWSUDFWLFHWUDQVIHU
/RJLVWLFV )RUXPV ZKLFK SHULRGLFDOO\ EULQJ WRJHWKHU DOO WKH LPSRUWDQW ORJLVWLFV VWDNHKROGHUV LQ D
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2'(77(³*OREDO0DWHULDO0DQDJHPHQW2SHUDWLRQV*XLGHOLQHV/RJLVWLFV(YDOXDWLRQ´
$YDLODEOHDWKWWSVIRUXPRGHWWHRUJSXEOLFDWLRQVH[HFXWLYHVXPPDULHVORJLVWLFVFRS\BRIBH[HFXWLYH
VXPPDU\

2UJDQLVDWLRQIRU(FRQRPLF&RRSHUDWLRQDQG'HYHORSPHQW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